In 2014, the Czech automotive industry had a record-breaking year with 1 278 000 motor vehicles manufactured. This was a result of the investment of three major carmakers, who entered into the Czech Republic, because they believed in the industrial capacity of the country and its strategic location in Central Europe. The goal of this article is to analyze the diff erent entry strategies into the Czech market and to compare the results of diff erent strategic approaches for both foreign private investors and the recipient country. The main research method used in this article is a case study. In our case studies, we will analyze the cases of the Volkswagen group and its acquisition of the manufacturer Škoda, the greenfi eld investment of Hyundai, and the strategic alliance of the French car producer PSA with Japanese Toyota who had founded the TPCA joint venture in the Czech Republic. All three case studies show examples of good practices and prove that foreign direct investment (FDI) has the potential to generate employment, raise productivity, transfer skills and technology, enhance exports and contribute to the long-term economic development of the country.
Introduction
Czech Republic has a unique position in Central and Eastern Europe, gifted with a long automotive tradition. Today, the country is highly integrated into the European automotive value chain and it can offer a qualifi ed labor force, developed infrastructure and innovation capacity. The Czech automotive industry is a key sector of the Czech economy, which employs more than 150 000 people (highest active population ratio in EU countries in direct automotive manufacturing employment) and accounts for more than 20% of exports (AutoSAP, 2015) . The small Czech Republic with its 10.5 million inhabitants is the thirteenth largest global passenger car producer by volume. And per capita, in 2014, the Czech Republic was in 2 nd place after Slovakia, with a production of 118.4 cars per 1000 inhabitants.
The passenger car production is completely under the control of foreign capital. "A capital mode of entry to foreign markets is typical for fi nancially strong companies that want to keep control over international activities. Ownership requires the greatest commitment of capital, know-how and managerial effort and offers the fullest means of presence in a foreign market" (Machková et al., 2010, p. 75) . Car production is highly capital intensive and passenger car production requires signifi cant investments, R&D included, because innovation is now-a-days driving competition. This is why car manufacturing is one of the most concentrated industries in the world. The top fi ve companies have a signifi cant share (52%) of the global automotive market and the TOP 3 manufacturers, e.g. VW, Toyota (together with No. 10 PSAPeugeot Citroën) and Hyundai decided to invest in the Czech Republic. The country is the leader for gathering automotive industry investments in the CEE region.
The goal of this article is to analyze the different entry strategies into the Czech market and to compare results of different strategic approaches for both the foreign private investors and the recipient country.
The article is organized in the following manner. First, we provide a review of the relevant literature. Then we present three case studies of market entry strategies in the Czech Republic: Volkswagen, Hyundai and TCPA. Finally, we discuss the differences and provide concluding remarks.
Literature Review
The decision regarding how an organization will enter a new international market is one of the key decisions made in international business strategy. The company may choose a number of modes or methods regarding how to enter. Modes of international market entry can be divided into three main groups: (1) exporting, (2) non-equity based cooperations (such as licensing), and (3) foreign capital investments (Canabal and White, 2008) . Even though in the automotive industry all three groups are used, in this article, we will focus on foreign capital investment typical for manufacturing.
Under foreign capital investment, we can understand foreign direct investment (FDI) or portfolio investment. "FDI is a category of investment that refl ects the objective of establishing a lasting interest by a resident enterprise in one economy (direct investor) in an enterprise (direct investment enterprise) that is resident in an economy other than that of the direct investor. The lasting interest implies the existence of a long-term relationship between the direct investor and the direct investment enterprise and a signifi cant degree of infl uence on the management of the enterprise. The direct or indirect ownership of 10% or more of the voting power of an enterprise resident in one economy by an investor resident in another economy is evidence of such a relationship" (OECD, 2015) .
Many research articles and books investigate the impact of FDI on the economic development of CEE countries, but only a few pay attention to sectorial issues. Korniecki and Rhoades (2007) examined the role of FDI in facilitating advancing the globalization process in CEE economies, and described how FDI stimulates economic growth. Guidote (2008) stated that in the case of the Czech Republic, the role of FDI in the transformation of its car industry has been signifi cant. "If one were to analyze the Czech car industry alone, it is faring quite well compared to other car industries across the globe. Skoda itself is in a better position than VW in Germany, for example. But it must work to maintain this favorable position by capitalizing on its competitive advantages. While it may no longer be attracting investment on the basis of its previous appeal, i.e., cheap labor, it has developed a highly competitive R&D position globally. This highly signifi cant competitive edge must be maintained and further strengthened."
Lattore and Gomez-Plana (2011) offered a computable general equilibrium methodology to analyze the involvement of multinationals in the motor vehicles sector in the post-communist Czech Republic. Lattore (2012) analyzes the rapid entry of multinationals into the motor vehicles sector of the Czech Republic that occurred before the recent crisis, and assesses the impact on GDP and welfare resulting from the process of industry restructuring at the microeconomic level.
Manufacturing is the largest recipient of foreign direct investment in the Czech Republic, accounting for about a third of infl ows. Together, the foreign carmakers have directly invested more than €14 billion in the country and created billions of euros more in downstream opportunities. The main modes of FDIs in the passenger carmaker industry are, in general, mergers and acquisitions (M&As), greenfi eld investments, joint ventures and strategic alliances. Acquisition (takeover ) means acquiring control of a corporation by stock purchase or exchange. Different from a merger, an acquisition does not necessarily entail amalgamation or consolidation of the fi rms. An acquisition, even when there is complete change in control, may lead the fi rms involved to continue to operate as separate entities. A merger is an amalgamation or joining of two or more fi rms into an existing fi rm or forming of a new fi rm. By merging, fi rms can increase their size and expand into existing or new economic activities and markets. There are a variety of motives for mergers and acquisitions: to increase productivity, cost effi ciency, to acquire market share, to penetrate local distribution channels, to diversify brand portfolio, to expand into different geographic markets, to obtain new know-how or access to innovations (Tyll, 2015) .
A greenfi eld investment is establishment of a new operating form by constructing new facilities from the ground up. In addition to building new facilities, most parent companies also create new jobs in the foreign country by hiring new employees.
A joint venture involves shareholding in a business entity. A joint venture often combines the market knowledge and skills of the local fi rm with the production and technological capabilities of the company willing to enter the market. Companies that lack suffi cient capital resources might seek partners to jointly fi nance business activities. Two types of joint ventures can be distinguished. Equity joint ventures are based on an agreement, possessing the legal characteristics of a partnership, between two or more parties that join forces to achieve some specifi c goal. Under non-equity joint ventures (also known as cooperative agreements or contractual joint ventures), the parties seek arrangements without capital investment, for example for technical assistance, joint research projects, services, etc.
"The disadvantage of joint venturing can be signifi cant. The main disadvantage of this global expansion strategy is that the company incurs very signifi cant costs associated with control and coordination issues that arise when working with a partner. Also a dynamic joint venture partner can evolve into a stronger competitor. In some instances, country-specifi c restrictions limit the share of capital help by foreign companies. Cross-cultural differences in managerial attitudes and behavior can present formidable challenges as well" (Keegan and Schlegelmilch, 2001, p. 296) .
The principles of strategic alliances are similar to joint ventures, but the motivations of the creation are different. "Strategic alliance can be defi ned as "a form of cooperation, where (i) the partners remain independent even after entering the alliance, (ii) the partners share the benefi ts, risks as well as the control in the alliance and (iii) they provide technologies, products and other strategic resources for the partnership" (Keegan and Schlegelmilch, 2001, p. 309) . In the case of joint venture, often a strong company cooperates with a smaller company or with a company from a developing country. The partners in a strategic alliance are always big companies, which together develop a joint long-term strategy to achieve market leadership by pursuing cost leadership, technology leadership, etc. The strategic alliance form of cooperation started in industries where research and technology requirements were so high that for an individual company it was hard to achieve adequate results alone. Examples of industries where this was the case include: telecommunications, IT, automotive and aerospace. Nowadays, strategic alliances are used any time it is the quickest and cheapest way to develop a global strategy for partnering fi rms possessing specifi c strengths.
Capital Entry Strategies of Global Car Makers into the Czech Republic
According to Yin (Yin, 2014) a case study investigates a contemporary phenomenon (the "case") in its real-world context. In this article, we will use three different cases to show the variety of choices when entering a foreign market with the same goal -manufacturing to export to other foreign markets. The attractiveness of the location for factories in the Czech Republic is supported by relatively cheap labor costs, educated, skilled and disciplined workforce, improving infrastructure, the geographical location connecting west and east and also by safety. According to Global Peace Index 2015, the Czech Republic is in the 10 th place in the world and the 1 st place among CEE countries. The result is infl uenced by the fact that Czech Republic is neighboring only with Schengen countries.
The location of three big manufacturing plants is the main reason for the robust supplier base facilitating supplies and logistics of manufacturing operations. Today, the Czech Republic has become a true "auto land". Except for one region, there is at least one automotive factory everywhere. The Czech plants are delivering products mainly to European markets. "The share of export on the domestic production of motor vehicles in the Czech Republic achieved 80%, and the share of the consolidated export on the production of the automotive components reached even higher value, as it amounted to 89%. Until now, about 80% of the production has been exported to EU member states" (Machková and Mohelský, 2012) .
According to Škoda Auto's 2014 Annual Report (Škoda Auto, 2014) , in 2014, the global automotive market continued to grow. As for the European market, there was a slight recovery in demand for new cars. Exceptions here were the markets in Ukraine and Russia, which were among the few European countries to show a signifi cant drop in demand for passenger cars throughout almost the whole year, due to political and economic reasons. Positive developments were seen in Central and Western Europe. In Western Europe, the year-on-year increase in car sales was of 3.8%, reaching a volume of approximately 84.1 million cars, of which about 73.4 million were passenger cars. The Central European market developed positively and exceeded expectations in 2014 with a year-on-year increase of 14.1%. The Czech automobile market experienced signifi cant growth compared with the previous year, with a total of 192 314 vehicles sold, representing a year-on-year increase of 16.7%. In mid-2015, the total number of registered cars surpassed 5 million, which was two times more than at the end of the communist time. Škoda has been the market leader "forever", today with more than 30% of the market share (Škoda Auto, 2014).
The Czech passenger car production had a record-breaking year in 2014 with 1 246 506 manufactured cars, of which Škoda Auto's production share was 59%, Hyundai 25% and TPCA 16%. The Czech Republic with only 10.5 million inhabitants is ranked 13 th among producers of passenger cars and the country is approaching production volumes of six times bigger than France (12 th ) or the UK (11 th ). The share of exports to GDP is higher than 80% and the Czech economy strongly relies on manufacturing exports. The passenger car is the fl agship export products and its share in total exports exceeds 20%. Even though the Czech production is price competitive, none of the three manufacturers uses the positioning of low-cost cars. In 2014, all three manufacturers announced good results and were optimistic for future growth.
Volkswagen Gave a New Breath of Life to the Škoda Brand by Acquisition
Škoda with its 120 years history is one of the oldest car brands in the world. Following the political changes in 1989, the new Czech government decided to privatize the company and was seeking a strong foreign investor. The fi nal choice was between the French car maker Renault and the German group Volkswagen. While Renault offered manufacturing of its own model Renault 18, VW understood much better the Czechoslovakian culture and its engineering and industrial tradition. VW decided to bring a new breath of life to the country´s national brand Škoda and to keep and develop the R&D activities in Mladá Boleslav. Both promises were kept -Škoda is one of the most successful VW group brands (since 1991, when Škoda became the fourth brand besides VW, Audi and Seat, Škoda created a portfolio of eight competitive car models on the global level), and more than 1 650 employees are involved in development of new models in the country. An example of successful "glocalization" in car manufacturing was born in Central Europe. Škoda Auto has not only three production plants in the Czech Republic, but Škoda brand cars are manufactured also in China, Russia, India, Slovakia, the Ukraine and Kazakhstan. In 2014, more than 1 million Škoda branded cars were manufactured in Europe and Asia and sold worldwide. "We continued our model initiative and, as a fi rst in our company's almost 120-year history, we produced over one million vehicles and delivered them to customers worldwide -a new milestone for our brand. So 23 years after joining the Volkswagen Group, ŠKODA has secured a lasting spot in the volume segments of the international car markets. Sales and operating income reached a new record high as well," wrote the CEO W. Vahland in his foreword of the 2014 Annual Report. His vision of clever engineering with a human touch expressed by the "Simply Clever" slogan is a true success story. The Škoda brand has built an image as the smart, rational choice for practical car buyers, focusing on high quality levels and functionality, with class-leading luggage space and a roomy interior all at an affordable price. "Simply Clever" means also that there are the clever little touches that make Škoda cars exceptional, such as an ice scraper behind the little door that covers the fuel tank cover, ticket holder or bag hooks for example. The objective of the Škoda growth strategy is to increase worldwide sales to at least 1.5 million vehicles per year (Škoda Auto, 2014) .
But Škoda is not alone; it is a member of the VW family and should have to respect its position inside the group. "Škoda is defi nitely a challenger for the VW brand that must be taken seriously -that is simply the case," said a corporate consultant for the auto industry, who asked not to be named since VW is a client. "It's not just the products that are "simply clever". The people at Škoda think quicker and better than many of the people in Wolfsburg, who are too slow and traditional. Many of them could learn from Škoda" (Automotive News Europe, 2015) .
"While former VW Group Chairman Ferdinand Piech encouraged internal competition as a motivational tactic to ensure no VW Group brand rested on its laurels, times are changing now that he has resigned. Škoda's string of success is attracting the wrong kind of attention at VW Group headquarters in Wolfsburg. Plans are now being forged to centralize more decisions in Germany -a move that could stifl e Škoda's growth, analysts fear. The carmaker's high profi ts and fat margins contrast starkly with the ongoing problems with the much larger VW brand, which achieved a 2.5 percent return on sales last year -in part due to costs from developing the MQB (Modular Querbaukasten) architecture that is extensively used by Škoda" (Automotive News Europe, 2015).
To conclude, for the Czech Republic, Škoda Auto is crucial. It is the most successful Czech exporter. In the Czech TOP 100 ranking, Škoda Auto has been keeping the leading position since 1996, and in 2014, it was the most admired company in the Czech Republic. Škoda Auto is also one of the TOP 10 tax payers (in 2014 9 th place with 1.340 billion CZK) and the 3 rd most demanded employer by Czech business school students, after Google and the Czech National Bank.
Japanese and French Manufacturers Joined Forces in TPCA Strategic Alliance
In 2001, PSA (Peugeot Citroën) and Toyota signed a cooperation agreement concerning the joint development and production of small cars designed primarily for the European market, and embalmed by the Toyota, Peugeot and Citroën brands. The Toyota Peugeot Citroën Automobile Czech (TPCA) strategic alliance was established as a joint venture of Toyota Motor Corporation and PSA Peugeot Citroën. Cooperation of the two industrial giants allows use of the most advanced and effi cient technologies in the automotive industry. "Toyota was in charge of development and production, while PSA Peugeot Citroën was responsible for purchasing. This project involves a total investment (research and development and industrial expenditure) of around €1.5 billion. Construction on the common plant started in 2002 and car production was launched in February 2005 at the TPCA plant in Ovčáry. The factory has a capacity of 300 000 vehicles per year" (Junge, 2012, p. 37) . "We have combined the strengths and the synergies of the two companies ... with the strengths of the Czech Republic," says Javier Varela Sobrado, executive vice-president of the joint venture. "Competencies here are very high. In terms of suppliers and infrastructure, this is the most attractive place to build cars in Central Europe," he adds (Financial Times, 2014) .
One of the main objectives of the TPCA strategic alliance is cost effi ciency. TPCA is an example of the delocalization of production, and this project was used by the former French President Nicolas Sarcosy as an example of bad production in 2009. He said it was "not justifi able" for a French carmaker to outsource manufacturing of its French-sold cars to another European country.
TPCA expertise allows building three jointly designed compact city cars, which are almost identical in specifi cations, under the brands Peugeot 108, Citroën C1 and Toyota Aygo. "Thanks to a state of [the] art production line, all three models can be assembled at the same time, welded together by 200 robots" (Financial Times, 2014) . Ninety-nine percent of production is exported. The TOP 5 export countries are France, Italy, Germany, the Netherlands and UK. TPCA is one of the most important employers in the region with 3 000 employees, and 80% of components used at the TPCA are sourced from Czech suppliers (Financial Times, 2014) .
But compared to Škoda Auto, TPCA has much lower value added for the country. The cooperation between PSA and Toyota ends at the door of the Czech factory. Marketing and sales are done by the two headquarters independently, outside of the Czech Republic, and Toyota and PSA are competing in the global market, the same as other brands. The concentration just on manufacturing and the lack of research and development centers in the country mean that TPCA amounts to little more than assemblers for the Czech Republic.
Hyundai -The Largest Foreign Greenfi eld Investment in the Czech Republic
The Hyundai project was the largest foreign greenfi eld investment in the history of the Czech Republic. The Hyundai Motor Company decided to extend its global manufacturing capacities by building a new plant in Europe. The company decided for the Czech Republic after long consideration of all alternatives and in very arduous competition with Poland, Hungary and Romania in 2006. The Hyundai Motor Manufacturing Czech (HMMC) is located in the Moravian-Silesian region, where the unemployment rate is one of the highest in the Czech Republic. Hyundai offered to create approximately 3 300 jobs and an additional 7 000 were created by component suppliers that followed Hyundai to the Czech Republic. The investment was huge; it amounted to €1.22 billion. These were the main reasons why the Czech government provided investment incentives worth some CZK 5 billion to Hyundai and its suppliers. The government and the Moravian-Silesian region spent another CZK 2 billion on preparations of the industrial zone. The region was to invest a total of CZK 10.5 billion in transport infrastructure that serves not only the car producers but was necessary for the regional development anyhow. Launching car production in November 2008, the time of the global economic crises, seemed to be risky. Many other car manufacturers were cutting jobs and closing down plants in reaction to decreasing new car sales, especially in Europe. But Hyundai believed in its competitive advantage -the most modern European factory. For example, in the welding shop, there are only robots, and a huge welding machine is able to manufacture four different car models. At full operation, sixty cars leave the line every hour. To strengthen the positioning of a local car producer, the fi rst three manufactured cars were white, red and blue -the colors of the Czech national fl ag.
In Nošovice, HMMC produces three models -ix20, ix35 and i30. The manufacturing facilities consist of a stamping shop, a welding shop, a paint shop, a fi nal assembly shop and two transmission shops. The transmission shops are of particular importance as they produce transmissions not only for HMMC but also for the plant in Russia and for its sister company Kia Motors, based in Slovakia in Žilina, about 90 km from the Czech plant. Kia's Slovak plant is producing Cee'd Sportage and Venga brands and provides HMMC with motors. Thus, both factories are creating quite a unique entity of mutually cooperating units located in two neighboring countries.
In 2014, 95.5% of production was exported to 55 countries. As the factory was built to serve European markets, more than 70% of manufactured cars were exported there, mainly in Germany, Russia, UK, Italy and Spain. "Since 2008, we have developed our business to become a truly 'European' brand. Our Czech plant is at the heart of our European success, producing the two best-selling Hyundai models in the region and making one car every minute. Its cars such as New ix35 and New Generation i30 that have helped us achieve a record-high European market share of 3.5% in 2012," explains Allan Rushforth, former Senior Vice President and CEO, Hyundai Motor Europe (Czechinvest, 2015, p. 6) .
HMCC is also targeting the local market and trying to compete with the dominant Škoda brand. Hyundai´s market share is about 10% and the brand is number 2 or 3 on the market, depending on the sales success of its nearest competitor -the VW brands. Local marketing, based on "Made in Czech Republic" is very important for Hyundai´s brand. For example, in 2014 -according to Nielsen Atmosphere -Huyndai invested CZK 496 million in advertising, much more than Škoda with CZK 379 million.
The infl uence of the South Korean company in the Czech Republic will grow consequently due to the decision of Hyundai to continue with a new € 96 million greenfi eld investment. Hyundai Mobis will build a factory which will produce car lamps for Hyundai's manufacturing operations in the Czech Republic and Slovakia. It is scheduled to open in 2017, and create around 900 jobs.
Conclusion
The automotive industry is the pillar of the Czech economy. Czech Republic is the 13 th biggest world manufacturer, with 1 246 506 passengers cars produced in 2014. Three main global players decided to make huge investments in the small country, benefi ting from the industrial tradition, skilled labor force and strategic location in the center of Europe. The German group Volkswagen participated in the privatization at the very beginning of the transition of the Czech economy. Brownfi eld investment, in the form of acquisition of a local state owned company, is a true success story for both the Czech economy and foreign investor. The decision of the development of the local brand, which became the fourth brand of the VW portfolio in 1991, gave a new breath of life to Škoda. Today, it is hard to imagine what would have become of the Czech Republic without Škoda Auto, the most successful Czech exporter, an important tax payer, employer of nearly 25 000 people (1 600 employees of the local R&D center included), and the most admired company in the Czech Republic in 2014. The "Simply Clever" strategy is so successful that the main threats for the company´s growth is Škoda's position inside the VW group. The two cases of greenfi eld investment show the different strategic approaches. TPCA is an example of the delocalization of manufacturing with the main motivation of cost effi ciency. The value added of this investment for the country is much lower than in the case of Škoda Auto. In between is Hyundai Motor Manufacturing Czech (HMMC) with its clear strategic long-term vision to build, in the Czech Republic, modern plants as the basis for its European growth. The factory is located in the Moravian-Silesian region, where the unemployment rate is one of the highest in the Czech Republic. Hyundai created not only 3 000 jobs directly, but also an additional 7 000 job positions were created by component suppliers that followed Hyundai to the Czech Republic, and the investment of Hyundai Mobis means the creation of another 900 new jobs. The geographical mix of German, French, Japanese and South Korean companies is quite unique and proves the capacity of the Czech industry to attract long-term strategic investors to the car passenger manufacturing sector.
